
COMMONWEALTH OF KENTUCKY 

BEFORE THE PUBLIC S E R V I C E  COMMISSION 

* * * * * 

In  t h e  Matter of: 

ADJUSTMENT OF THE RATES OF 1 

FOR A N  INCREASE I N  GAS RATES 1 
AUXIER R W D  GAS COMPANY, I N C . ,  ) C A S E  NO. 9318 

O R D E R  

On March 29, 1985, A u x i e r  Road Gas Company, Inc., ( " A u x i e r  

Road") f i l e d  n o t i c e  w i t h  t h e  Commiss ion  r e q u e s t i n g  to i n c r e a s e  i ts  

rates a n d  c h a r g e s  for  gas s e r v i c e .  The Commission i saued  i ts  

O r d e r  i n  t h i s  case o n  December 2 0 ,  1985. On J a n u a r y  9, 1986, 

A u x i e r  Road f i l e d  i t s  p e t i t i o n  for r e h e a r i n g  w i t h  t h e  Commiss ion  

r e q u e s t i n g  r e c o n s i d e r a t i o n  o n  t h e  f o l l o w i n g  issues: burden of 

proof: rate d e s i g n :  e x c l u s i o n  of Cliff T r a n s m i s s i o n  L i n e  f rom 

ra te  base a n d  t h e  c o r r e s p o n d i n g  a d j u s t m e n t s  to depreciation 

r e s e r v e  a n d  e x p e n s e ;  n o r m a l i z e d  r e v e n u e :  wages  , salar ies  a n d  

b e n e f i t s ;  a m o r t i z a t i o n  of a r rearages ;  t e l e p h o n e  e x p e n s e  i 

a m o r t i z a t i o n  of e x p e n s e s  for i n t e r v e n t i o n  i n  Co lumbia  Gas case; 

rate of r e t u r n  and  ra te  case e x p e n s e .  

On J a n u a r y  29, 1986,  t h e  A t t o r n e y  G e n e r a l  ( " A G " )  filed a 

r e s p o n s e  to A u x i e r  R o a d ' s  p e t i t i o n  s t a t i n g  t h a t  t h e  Commission's 

p o s i t i o n s  are S u p p o r t e d  by t h e  record a n d  t h a t  n o  new mat te rs  h a v e  

b e e n  raised w h i c h  would r e q u i r e  a d e v i a t i o n  from t h e  o r i g i n a l  

Order i n  thie case.  The Commiss ion  has g i v e n  c o n s i d e r a t i o n  to  the 

A G ' a  r e s p o n s e  i n  a r r i v i n g  at the f i n d i n g s  c o n t a i n e d  h e r e i n .  



Burden  of Proof 

I n  I t e m  No. 1 of i t s  p e t i t i o n ,  A u x i e r  Road r e q u e s t s  t h a t  

t h e  Commiss ion  r e c o n s i d e r  a n d  rehear  t h a t  p o r t i o n  of t h e  O r d e r  

w h i c h  o v e r r u l e s  t h e  m o t i o n  t o  r e q u i r e  t h e  b u r d e n  of proof i n  g o i n g  

forward i n  t h i s  p r o c e e d i n g  t o  be placed upon t h e  Commiss ion  a n d  

i n t e r v e n o r s .  

The Commiss ion  is of t h e  o p i n i o n  t h a t  A u x i e r  Road s h o u l d  be 

given t h e  o p p o r t u n i t y  to  o f f e r  a d d i t i o n a l  s u p p o r t  for its p o s i t i o n  

o n  t h i s  i s s u e .  Therefore, t h e  p e t i t i o n  for  r e h e a r i n g  o n  t h i s  

i s s u e  s h o u l d  be g r a n t e d .  

Rate  D e s i g n  

A u x i e r  Road i n  I t s  p e t i t i o n  s ta tes  t h a t  t h e  ra tes  and 

c h a r g e s  a p p r o v e d  i n  Appendix A of t h e  December 20 ,  1985, Order do 

n o t  produce t h e  gross o p e r a t i n g  income  f o u n d  reasonable a n d  

a u t h o r i z e d  by t h e  O r d e r .  A u x i e r  Road f u r t h e r  r e q u e s t s  t h a t  there 

be a n  a d j u s t m e n t  i n  its f a v o r  r e g a r d i n g  t h i s  i s s u e .  

The  case, as f i l e d  by  A u x l e r  Road, and  t h e  d e t e r m i n a t i o n  of 

t h e  r e v e n u e  r e q u i r e m e n t  by t h e  Commiss ion ,  were based upon PGA 

C a s e  N o .  8768-L. The s e c o n d  paragraph  of A p p e n d i x  A reads a s  

f o l l o w s :  "The f o l l o w i n g  rates a n d  charges  h a v e  i n c o r p o r a t e d  all 

i n c r e a s e s  and decreases i n  p u r c h a s e  gas a d j u s t m e n t  c l a u s e  cases 

f r o m  8768-L t h r o u g h  8768-P." The  i n c o r p o r a t i o n  of 8768-L t h r o u g h  

8768-P a m o u n t s  to  a 4 0  c e n t s  per Mcf r e d u c t i . > n  i n  gas ra tes ,  a n d  

i t  is t h i s  t ac tor  t h a t  was n o t  a c c o u n t e d  for I n  Auxler Road's 

c o n t e n t i o n  t h a t  t h e  ra tes  shown i n  A p p e n d i x  A do n o t  produce t h e  

ra tes  e s t a b l i s h e d  w i t h i n  t h e  O r d e r .  Therefore, t h e  Commiss ion  

d e n i e s  r e h e a r i n g  on t h i s  i s s u e .  
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Cliff Transmission Line 

A u x i e r  Road i n  its p e t i t i o n  requests t h a t  t h e  Commission 

r e c o n s i d e r  i t s  d e c i s i o n  to  d i s a l l o w  a r e t u r n  a n d  d e p r e c i a t i o n  on  a 

transmission l i n e  c o n s t r u c t e d  to a l l o w  t h e  Kentucky/West  V i r g i n i a  

Gas Company to  d e l i v e r  gas i n t o  t h e  A u x i e r  Road s y s t e m .  

Though this l i n e  has n o t  been a p p r o v e d  by t h e  Commiss ion  

a n d  i ts  e x c l u s i o n  could be u p h e l d  o n  t h a t  b a s i s  a l o n e ,  t h e  

C o m m i s s i o n  w i l l  a f f o r d  A u x i e r  Road t h e  o p p o r t u n i t y  to  p r e s e n t  

a d d i t i o n a l  e v i d e n c e  regarding t h e  appropriateness of r e c e i v i n g  a 

r e t u r n  o n  t h i s  asset  by g r a n t i n g  r e h e a r i n g  o n  t h i s  issue. 

However,  the Commission w i l l  p l a c e  t h e  b u r d e n  o n  A u x i e r  Road of 

prov ing  t h e  need and demand €or the l i n e  as w e l l  as j u s t i f i c a t i o n  

of t h e  p u r c h a s e  p r i c e .  

N o r m a l i z e d  Revenue  

I n  Item No. 5 o f  its a p p l i c a t i o n ,  A u x i e r  Mad states t h a t  

t h e  Commiss ion  s h o u l d  use t h e  t e m p e r a t u r e - a d j u s t e d  billing 

a n a l y s i s  t o  c a l c u l a t e  n o r m a l i z e d  r e v e n u e s .  T h i s  s t a t e m e n t  is a n  

u n n e c e s s a r y  p o r t i o n  of t h e  p e t i t i o n  because t h e  t e m p e r a t u r e -  

a d j u s t e d  b i l l i n g  a n a l y s i s  was u s e d  t o  consider t h e  normal l z e d  

r e v e n u e s  and t o  p r o d u c e  t h e  final r a t e s  i n  A p p e n d i x  A. The 

t e m p e r a t u r e  a d j u s t m e n t  as proposed by A u x i e r  R o a d  w a s  accepted 

w i t h  t h e  e x c e p t i o n  t h a t ,  w h e r e a s  A u x i e r  Road used a n  average rate 

of $ 8 . 9 4  to  c a l c u l a t e  the adjustment,  t h e  Commiss ion  used 

$7.267/Mcf, the same rate t h a t  was u s e d  t o  d e t e r m i n e  n o r m a l i z e d  

r e v e n u e s .  This is t h e  e s t a b l i s h e d  m e t h o d o l o g y  used i n  d e t e r m i n i n g  

temperature adjustments and,  therefore, A u x i e r  Road's r e q u e a t  for 

r e h e a r i n g  o n  t h i s  i s s u e  should be d e n i e d .  
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Waqes a n d  Sa lar ies  

I n  I t e m  N o .  7 of i ts  p e t i t i o n ,  A u x i e r  mad r e q u e s t s  t h a t  

t h e  Commiss ion  r e c o n s i d e r  i ts f i n d i n g s  r e g a r d i n g  wages s a l a r i e s  

a n d  be ne  f i t s . A u x i e r  Road p r e s e n t s  no a d d i t i o n a l  s u b s t a n t i v e  

e v i d e n c e  b u t ,  r a t h e r ,  m e r e l y  r e a r g u e s  t h e  e v i d e n c e  a l r e a d y  

p r e s e n t e d  i n  a n  a t t e m p t  t o  j u s t i f y  wages a n d  b e n e f i t s .  The 

Commiss ion  re i te ra tes  t h a t  A u x i e r  R o a d ' s  wages  and b e n e f i t s  are  

among t h e  h i g h e s t  of t h e  E a s t e r n  Ken tucky  gas c o m p a n i e s  a n d ,  as 

s u c h ,  are  e x c e s s i v e ,  e s p e c i a l l y  c o n s i d e r i n g  t h e  c o m p a n y ' s  

f i n a n c i a l  plight. The Commiss ion  f u r t h e r  d i sagrees  t h a t  $ 5 2 , 1 7 3  

i n  wages a n d  s a l a r i e s  a l o n e  w a s  a l l o w e d  i n  C a s e  No. 7897; t h i s  

a p p r o v e d  amount  i n c l u d e d  b e n e f i t s ,  so the a r g u m e n t  p r e s e n t e d  i n  

t h e  p e t i t i o n  o n  t h i s  m a t t e r  is i n v a l i d .  Moreover, t h e  proposal t o  

i n t r o d u c e  a new i n d e x  for t h e  C o m m i s s i o n ' s  c o n s i d e r a t i o n  a t  t h i s  

stage of t h e  p r o c e e d i n g  is i n c o n s i s t e n t  w i t h  t h e  r e h e a r i n g  process 

set  o u t  i n  KRS 278.400, w h i c h  a l l o w s  s u b m i s s i o n  of a d d i t i o n a l  

e v i d e n c e  o n  r e h e a r i n g  t h a t  c o u l d  n o t ,  w i t h  r e a s o n a b l e  d i l i g e n c e ,  

h a v e  b e e n  o f f e r e d  a t  t h e  former h e a r i n g .  A u x i e r  Road has not 

d e m o n s t r a t e d  t h a t  i t  was u n a b l e  to s u b m i t  C u r r e n t  Wage 

Deve lopmen t s  ( "CWD") d u r i n g  the period ot t h e  Commlas ion '  8 

o r i g i n a l  c o n s i d e r a t i o n  of the a p p l i c a t i o n  a n d ,  t h e r e f o r e ,  

r e h e a r i n g  o n  t h i s  i s s u e  s h o u l d  be d e n i e d .  

A u x i e r  Road's a s s e r t i o n  t h a t  t h e  Commiss ion  t w i c e  d e d u c t e d  

$1,800 i n  directors '  fees f rom e x p e n s e s  is i n c o r r e c t  a n d ,  

therefore ,  r e h e a r i n g  o n  t h a t  m a t t e r  should also be d e n i e d .  
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A m o r t i z a t i o n  of Arrearages 

I n  I t e m  N o .  8 of i t s  p e t i t i o n ,  A u x i e r  Road r e q u e s t e d  t h a t  

t h e  Commiss ion  set  aside a n d  r e c o n s i d e r  t h a t  p o r t i o n  of the Order 

which  found  t h a t  there s h o u l d  be no a d j u s t m e n t  for t h e  

a m o r t i z a t i o n  of arrearages o w e d  t o  t h e  D e p a r t m e n t  of Local 

Government  a n d  Co lumbia  Gas. 

As s t a t e d  i n  t h e  December 2 0 ,  1985, O r d e r ,  t h e  Commiss ion  

f i n d s  t h a t ,  i n  t h i s  case,  r e c o v e r y  of p a s t  o p e r a t i n g  e x p e n s e s  

t h r o u g h  c u r r e n t  r a tes  is i n a p p r o p r i a t e .  A u x i e r  Road i n  i t s  

p e t i t i o n  h a s  p r p s e n t e d  no  s u b s t a n t i v e  e v i d e n c e  t h a t  would merit 

r e c o n s i d e r a t i o n  of t h e  arrearages;  t h e r e f o r e ,  r e h e a r i n g  o n  t h i s  

issue s h o u l d  be d e n i e d .  

T e l e p h o n e  E x p e n s e  

I n  Item No. 9 of i ts  p e t i t i o n ,  A u x i e r  Road requested that 

the Commiss ion  r e c o n s i d e r  i t s  f i n d i n g s  r e l a t i v e  to  t h e  

d i s a l l o w a n c e  of a n  a d d i t i o n a l  t e l e p h o n e  l i n e .  A u x i e r  Road a r g u e d  

i t  was m a n a g e m e n t ' s  p r e r o g a t i v e  t o  m a i n t a i n  t w o  t e l e p h o n e  l i n e s .  

The Commiss ion  does n o t  disagree w i t h  A u x i e r  Road o n  t h a t  p o i n t .  

However, i t  is t h e  C o m m i s s i o n ' s  o b l i g a t i o n  t o  d i s a l l o w  t h e  e x p e n s e  

of t h e  e x t r a  l i n e  i n  t h e  absence of s u f f i c i e n t  p r o o f  t h a t  

e s t a b l i s h e s  its n e c e s s i t y .  A u x i e r  Road f a i l e d  to meet its b u r d e n  

of p r o o f  i n  this p r o c e e d i n g  and, m o r e o v e r ,  t h e  p e t i t i o n  p r e s e n t s  

no a d d i t i o n a l  e v i d e n c e  of a persuasive n a t u r e .  Therefore, 

r e h e a r i n g  on t h i s  i s s u e  s h o u l d  be d e n i e d .  

I n t e r v e n t i o n  i n  C o l u m b i a  Gas Case 

I n  I t e m  No. 10 of i ts  p e t i t i o n ,  A u x i e r  Road r e q u e s t s  t h a t  

t h e  Commiss ion  r e c o n s i d e r  a n d  a l low the e x p e n s e s  associated with 
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its i n t e r v e n t i o n  i n  C o l u m b i a  Gas Case N o .  9003, An A d j u s t m e n t  of 

Rates  of Co lumbia  Gas of K e n t u c k y ,  Inc. The Commiss ion  f i n d s  t h a t  

A u x i e r  Road s h o u l d  be afforded t h e  o p p o r t u n i t y  to  present  

a d d i t i o n a l  evidence i n  o r d e r  to a t t e m p t  t o  j u s t i f y  t h e  i n c l u s i o n  

of t h i s  e x p e n s e  for r a t e - m a k i n g  p u r p o s e s .  T h e r e f o r e ,  r e h e a r i n g  o n  

t h i s  i s s u e  e h o u l d  be g r a n t e d .  

Fate of R e t u r n / R e v e n u e  R e q u i r e m e n t  

I n  I t e m  No. 11 of i t s  p e t i t i o n ,  A u x i e r  Road requests 

r e c o n s i d e r a t i o n  of t h a t  p o r t i o n  of t h e  O r d e r  w h e r e i n  t h e  

Commiss ion  f i n d s  a n d  c o n c l u d e s  t h e  r e a s o n a b l e  r a t e  of r e t u r n  o n  

n e t  i n v e s t m e n t  r a t e  base t o  be 7.0 p e r c e n t .  I n  s u p p o r t  of its 

request, A U X i e K  c i tes  t h e  7 . 4 7  p e r c e n t  r e t u r n  on temporary cash 

i n v e s t m e n t s  used by t h e  C o m m i s s i o n  i n  its a n a l y s i s  o n  page 15 of 

the Order.  

The Commission f i n d s  no j u s t i f i c a t i o n  for r e l a t i n g  t h e  

r e t u r n  o n  t e m p o r a r y  cash investments to t h e  a l lowed r e t u r n  on rate 

base.  S i n c e  A u x i e r  Road h a s  n o t  e x p l a i n e d  i t s  r e a s o n i n g  as to why 

it s h o u l d  be, so the  Commiss ion  f i n d s  t h i s  p o i n t  a l o n e  t o  be 

i n s u f f i c i e n t  t o  merit r e h e a r i n g .  A s  se t  f o r t h  i n  t h e  Order, t h e  

l a c k  of s t o c k h o l d e r  e q u i t y  i n  A u x i e r  Road s e r v e s  as t h e  bas i s  for 

the Commission's reduction in allowed r a t e  of r e t u r n  i n  the l a s t  

case. 

A u x i e r  Road's a d d i t i o n a l  c o n t e n t i o n  t h a t  the revenue 

r e q u i r e m e n t  g e n e r a t e d  by this r a t e  of r e t u r n  is i n s u f f i c i e n t  t o  

meet its D e p a r t m e n t  of Local Government  p a y m e n t s  is w i t h o u t  merit. 

The n e c e s s i t y  of u s i n g  c a s h  g e n e r a t e d  f r o m  depreciat ion e x p e n s e  t o  

fund a p o r t i o n  of p r i n c i p a l  r e p a y m e n t s  is common i n  h e a v i l y  
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l e v e r a g e d  c o m p a n i e s  s u c h  as A u x i e r  R o a d .  T h e r e f o r e ,  Auxier Road's 

r e q u e s t  for r e h e a r i n g  o n  t h i s  i s s u e  s h o u l d  be d e n i e d .  

Rate  Case E x p e n s e  

A u x i e r  Road f u r t h e r  r e q u e s t e d  i n  i ts  p e t i t i o n  t h a t  t h e  

Commission allow a d d i t i o n a l  a m o u n t s  for rate case e x p e n s e .  A u x i e r  

Road c o n t e n d s  t h a t  t h i s  r e q u e s t  is j u s t i f i e d  by its r e s p o n s e  to  

Item N o .  2 of i n f o r m a t i o n  r e q u e s t e d  a t  t h e  h e a r i n g .  

The Commission allowed t h e  f u l l  amount  requested for rate 

case expense by A u x i e r  Road i n  i ts a p p l i c a t i o n .  A t  no t i m e  d u r i n g  

the p r o c e e d i n g  d i d  Auxier Road propose to amend i t s  a p p l i c a t i o n  to  

request a d d i t i o n a l  amounts for t h i s  expense. I f  a d d i t i o n a l  

a m o u n t s  w e r e  t h o u g h t  n e c e s s a r y  by A u x i e r  Road, it was i n c u m b e n t  

upon it t o  r e q u e s t  a n d  d o c u m e n t  the a d d i t i o n a l  e x p e n s e  for t h e  

C o m m i s s i o n ' s  c o n s i d e r a t i o n .  The Commiss ion  f i n d s  t h e  e v i d e n c e  a n d  

s t a t e m e n t s  c o n t a i n e d  w i t h i n  t h e  p e t i t i o n  t o  be i n s u f f i c i e n t  t o  

j u s t i f y  r e c o n s i d e r a t i o n .  T h e r e f o r e ,  the request should be denied. 

SUMMARY 

Based  upon t h e  i s s u e s  p r e s e n t e d  i n  t h e  p e t i t i o n  for 

r e h e a r i n g  and t h e  e v i d e n c e  of record a n d  b e i n g  a d v i s e d ,  t h e  

Commiss ion  h e r e b y  f i n d s :  

1. A r e h e a r i n g  s h o u l d  be g r a n t e d  o n  t h e  i s s u e  of the 

b u r d e n  of proof .  

2. A r e h e a r i n g  s h o u l d  be g r a n t e d  on t h e  i s s u e  of t h e  

e x c l u s i o n  of t h e  Cliff T r a n s m i s s i o n  L i n e  from rate base and t h e  

correaponding a d j u e t m e n t a  to d e p r e c i a t i o n  reserve  and e x p e n e s .  
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. 

3. A rehearing s h o u l d  be granted on the i s s u e  of t h e  

amortization of expenses for i n t e r v e n t i o n  in t h e  Columbia Gas Case 

No. 9003. 

4. A l l  o the r  issues p r e s e n t e d  I n  A u x f e r  W a d ’ s  petition 

for r e h e a r i n g  should be denied, 

5. The Commission’s Order of December 20 ,  1985, requires 

no modification a t  t h i s  time, pending the outcome of the 

r e h e a r i n g .  

I T  IS THEREFORE ORDERED that: 

1 .  A u x i e r  Road is g r a n t e d  r e h e a r i n g  on t h e  issues of 

t h e  burden of proof, the exclusion of t h e  Cliff Transmission L i n e  

from rate base and the corresponding adjustments to depreciation 

r e s e r v e ,  and e x p e n s e  and amortization of expenses for i n t e r v e n t i o n  

in t h e  Columbia Gas Case No. 9003, and A u x i e r  Road s h a l l  file any 

additional testimony it deems a p p r o p r i a t e  on t h e s e  i s s u e s  within 

30 days  from the date of t h i s  Order. 

2 .  A l l  other i s s u e s  presented i n  Auxiar  Road’s 

p e t i t i o n  for rehearing be and t h e y  hereby are denied. 
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Done at F r a n k f o r t ,  Kentucky, t h i s  31st day of J m ,  1986. 

PUBLIC SERVICE COMMISSION 

ATTEST: 

Secretary 


